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SECTION I, SUIGIARY OF FAR EAST TRENDS AND DEVELOPMENTS

UK provisiomal approval of the US proposed schedule of roparations
ahares of Japancse industrial essets revives hope that a final decision
mey be reached on allocation of Japeansse reparstions (page 2).

Japaness Communist are apparently loeing ground in their ourrent
play for broader labor support (pags 3).

The formatlon of the South Koresn Goverrmesnt has been completed by
Rhee Syngmen in such a manner as to insure to himself maximm governmental
sontrol (page 3)o

In Chine, the oivil war contimies unfaveorably for the National Governe
ment {pags 4), Rumored schemes for currency reform to bolater the Govern-
ment®s finances eppeser to impracticable (page ). Cooperation between the
Commumnists and Margzhal 14 Chi«shen ie rewvealed in their plamning to hold e
politionl congsuliative confersnce to establish a coalition govermment
{page 4)o The Tibetan Trade Commission may find the UK not unfavorable
toward Tibetsn independence aspirations (pege 65).

Sorious disturbancez in the Philippinoce following the 15 Auguet amnesty
roepistration deadliine now appear poseible (pags 8)e

Intensification of the Communisteled insurrectlon in Burmas has called
for precautionsry measures by the US Embassy Rangoon (page 8).

Seation III -~ Recormmendations and summery of important estimats from
the papers of a 21-26 Juns Southeast Azia Regional Conference (page 10).

WOTE: 1In susceeding sections of this Weekly, the following marginal
notations are useds '

{1} ©Pouble msterisk (#*) ~-plsced at begioning and end of inforw
matlon hased solely on "S/S dietribution” series,

- {2) Single Asterisk (*) —~to flag item contsiming "S/S distribution”
soricg. '

(3) A", "B", or "C" ~eimportsnse, in B/FE's opinion, of the ibem,
with ®A" representing the most important oness
State Dept. declassification & r tructions on file
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SECTION IT, DEVELOPMENTS IN SPECIFIED AREAS _

ENERAL

ST AL I {0

UK bhas indicated acceptance of the US proposed schedule of Japanese "AR
roparationg sheres

The UK states that it is prepared to acaepl the schedule of reparations
shares cof Japanese industrial assets oroposed by the US and presernted to the
FEC ia November 1947, vrovided that ceriain shenges are made, the effect of
whnich would raise the UK share from 12 percent to 16 percent. This inereage
would cone from that portion of US and Australian shares which each of these
two povernmsnts has indicated it is willing o turn back to the reparations
"pool” for further distribution, The UK states thet it will be responsidble
for Burma®s share and India for that af Paklntan,

In en offort to break a long stalemate on the question of division of
dJapansse industrisl fecilities ag reparations; the US proposed a schedule
which would give each of the eleven FEC countries concerned (Us, UX, USSR,
‘Augtralia, Canade, China, France, India, Netherlands, New Zeeland, and
Fhilippines; Burma and Pekietan ars seelking adnittence) a somewhet smaller
percentages than it hed hitherto agreed %o acoept. The US would recaive
23 percent, but of thiz, 18 percent would be held as & "kltty" for subsequent
distribution %o the other ter neticns on any basis mutually agrecable, The
proposal wes accepted without quelification by Australia, New Zealand, Canads
and China end "approved” by France. However, the USSR rejected the proposal.
Thersupon, the Department of Stete scught UK acceptance in order to pave the
way for ultimate unanimous acceptance of the US proposal, or at least to
make possible a US imtarim direotive to affectuats the division of reparations,
vacked by l0-member scceptance of the U3 propossl,

The UK provisional epproval of the US proposal may lead to a final decision
on allocation of shares on either of the two buses contemplated by the Depart-
went of State. Howewer, such s desision would still leave open the question
of the smount of reparaticns finnlly to be mede available. Currently, 30
percont of the tentative reparationslist is being distributed as an sdvance
" shipment to China, the Philippines, US (for Maleya and Rurma) and the Notherw
iands (for the NEI), Howsver, the irsbility of the FEC to arrive at a final
solution on Japerese reparations has hindered Japanese economlc rehabilitation
basause of Lha uncertainty as to whether part - of the 70 percent still to be
made available might not, after all, be lef't to the Japanese and because of )
the repid deteriorntion of many of the plants being held as poesible reparations,
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Commaniste loslug in eurrent play for brosder liabor support. Japanese nAn

Sompunist attacks on the recent cocupation~inspired restrictions on the
nion actlvitvies of povernment employecs mey be medified for lack of non-
womnanist suwpporl. Popular scopticism of the success of any deflance of
the Uccupation may iavor Soeiallst attempis to wia lebor support by (1)
vieming the reprossive measures on the Commurist extremist tacties; (2) :
soekisg wodification of the restrictionz through Diet action, With infla-~
%onsry conditions continuing, however, 2,500,000 government employees who
aow lack collective bergaining »ights may-feel forced eventually to aligan
Themeslves with the Conmumists,

AOREL —
Zorpetion of South Rorean Governmert sompleted. Following the selection g

o Cebinet offlicers and other major government officials President Rhee
Frogren notified WPC0K on 3 August of the formation of the new Korean
Governmant, Whille a few of the moye tschnical ministries have gone to
welleguniified men without party afflliations, most of Rhee®s cabinet
appointments arg entirely politiesl and are aimed at securing firm control
2% the new governwent. Rhea®s inclusion of s number of Hankooks in the
saviset, pavtlenlariy the salection of a Henkook for the highly importent
Fiaarce post, coviirms his dependence on the support of the Hankook Demo-
eratic Party to meinisin his present powerful vositiocn, On the other hand,
the selecticn of hLgriculture esnd Forestry Minister Cho Bong An, self-styled
Yanti-Stalin® Comrunist and leeder of the Natlonsl Assembly faction opposed
S0 botk Rhee and the Hankocks, is apparently a ned by Rhes in the direction
of his previcus declarations condemning partisan attitudes toward and in
he new government,
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The militery. vosltion of the Nstionpl Goverpment, so serious that Ba
certain leaders have begun, mors or lesa openly, to take the preliminary .
steps towards seiting up regional allisances, continuss to grow worse under

s series of wideiy separatsd, but continuous, Commuaist attacks. Recent
Communist successee near Pasting and at Taiyuen in Forth China, at Kalfeng E
and in the rich sgricultural regions of Anhwei in Central Chine 21l demone £
strate that, in these sraas, Communist tactics are still primarily guerrilla i
in charecter snd designed to gather food and materiel, reduwce HNationallst
holdings, and, vherever possible, annihilate Hationalist units. Current
Gommanlet dispositions menace the long-izolated provincial capitals of

Teinan snd Talyven, which have been cut off from their normal focd producing
hinterlsnde and must nov be supplled entirely by costly sirborne operations.
The £all of these citles to the Communists can be expected by the end of

next winter, 1f not befors. A threat of serious proporticns is buildiag

up in the Nationalist=held corridor betwesn Tientsinm and Chinhsien. Removals
«f Fationalist troops plus Communis¢ concentrations, including some Manchurian !
fercea, thrsatens %o deprive the Nationalists of the vital Kailan cosl mlnes, !
eource of wsll over helf of the coal consumed, both industrial and none ]
fndustrial, in the Worth Chine citles snd in the lower Yangtze waelley. In !
this situstion, the Naticnallets Taces the comctent poesibility that the large i
and powerful Comminist forces in Manchuris, largely inective since mid-March, |
w5y return to zction at any time; » Aevelopment which could spell the final
extinction of Fatlonallst holdings in Yorth China snd Manchuria lnasmich aa
Entlonnlist %rocps in ths area are, at best, herely able to cope with cur=

rently active Comiranist wnits., (4 map showing the Military Situation in

China on & Aug 1948 will be availeble for ORE Weekly of 13 Aug.)

Ine Chipese Communists and the Hope Kongz dissident group are planning  *B®
& political consuliative conferance to discuse the formation of a2 coalition
government. Mershal Li Chi-sen, the Hong Xong Aissident leader, indlicates
that the meeting will take place in Horth China some tims between 10 October’
and next spring. This is further e¥idance of the Communist hope of accomp-
lishing the control of China through the political device of a coalition
governnent rather than through military mesns. The suggestion that it will
- take place in North China %ies in with the recently annocunced Communilst |
intention to held & provisionsl people’s congress for the newly consclidated |
North China Lidberated Area, Marshal 11 cleime that he 13 not sympathetic |
to the Cowmmuanist cause end that in deeling with them he will msintain his |
own suthority. The strength of Lis movement, while untested, aprears small |
snd there is 1ittle svidenss of eny connection with other regional lsaders,
He probably feels that he needs Communist support in order to have any chance
of attalning power for himself., Being an opportunist, Li will probably
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tooperate with aay group, Communist or otherwise, who #111 help him galn his
ends. Yhile L1 might de able to retain a cartain independence ia the initial
stages of the formation of e coalition government with the Communists, it
sppears likely that the Communists wounld eventually dominats,

Seme of the stiffest criticism the Kuominteng has yei received menifested
1tself st the Party csucus which took place during the first week of Augusét.
The most extreme wes & suggestien for the abolition of the positlon of Tsung
tead {director general) which Chiang Kail-shek hes held for the past ten years.
The meeting fell into two factions of liberals and conservativea, The purpose
of the meetirg of top Party members, however, was only %o meke sugeostions
for raforms upon which the Generalissimo will ect. While 1t is evident that
a lerge group in the Party is awars of its own weaknesses, 1% is doubtful
that Chisng will meke more them a gesture toward the needed Party reorganiza~
tion,

Menehurien discontent has subsided. Following an agreement reached in
¥ukden with a personal representative of the Censralissimo for setilement
of the Peiping student incident, the Manchurisn leaders declared that no

 further agitation for independence is planned for the time being.

The Tipejen Trade Mission, which has just left the US for a visit to
the UK after & stey of several weeks in this country, heas declared that it
dnes not have any politisal chjectives. However, its very limited sconomie
objectivas in the US, as revealed in itz answers to questiona on the subject,
and its fervent desirs to call on the Presldent unaccompanied by any member

of the Chinese Embassy in Washington -~ which 1t failed to do -- suggesis

that the underlying paurpose of Tibet is to odbtain a% least implied recog-
nition &8s an independent stats. Although the Mission has not met with
politicai success in the US, if such vas its design, the British may evince
greater symapthy toward Tibetan independence aspiratlons, a possibility of
which the Chinese are apprehensive. CGreat Britain encoursged Tibetan quasi-
independence in 1504 by signing & Convention directly with the suthorities

in Lhasa, &3 part of a schems to protect India's northern borders against
Imperial Russien encroachments. The UK still has lerge scononic interssts

in India, and for thie end strategic reasons, would desire to combat possible
Communist peretrations into India from across the frontiers. The independent
Indian states are not in a position to interpose strong resistance. Current
unrest in Tivet against the present regime in Lhasa, &s well as some Communist

penetrations in that ares has been indicated in recent, tho h vague prass
reports. The British who control
ghe Indien Mission 2t Lhesa, are in the most ravorable position to evaluate

the Tibetan situation and to determine the most profitable courss of action
from the Britlsh standpoint.
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Sevare iosses sustained by US air carriers opsratine from Chipa teo now

the US and ) rong are reported as resnl?in from rates guoted by EBuropean
sonpstitors for the ssme routes in pounds stbrling which can be cbiained
an the biack market in Shanghsl for as iow as §3 for one pound against the
officisl rate of $4. Alse the wids Fluctuations of the CND and the grest
differense hetwsen the official snd black market rates in that ewrrency
ceuse a raiurn in US dellars for lass than the quoted fare whea the fare
is paid in CHC at officiel retes, which is permitted.

Soyorpnent Efforts %o Tap Foveien Holdinge. At a time when China is in  nmgw
urgant naed of machinery and equipient %o keep esseniiel industries operating,
her forsign exchange holdings are reporitedly exhsusted. In an eoffort to tap
private Chinese holdings sbroad {astimeted st approximstely US § 200 million
ia ths US alons) the Govermment has relaxsd the trade conbrols to permit
easentisl irporis paid for by privately-held foreign erxchange. Overseas
remittances appsrently will nlso b2 permitted $o enter the country in the
form of goeds rather than forelgn oxchengs. Although 4t is $oo sarly to
escess the impact of the new regulations on either imports or the relesse
of private forsiga holdings, it is doubtful if the advantages of converting
fereign denkt eccounts into essontial commoditiss will impress individual
© Chinsse s ocutwelghing the adventages of having a ssfe haven for thelr funds
a% this time,

#ieapgial Deterioration Contimmes in Face of Fconomie Reform Rumors. "B*®
Bath uv‘ase anéd the black markst rate or US Dellars continued %o climb
dnring the past wsek, By Saturdsy, 7 August, the rete for US $1 rsached a
new peak of CN $10 million, although it receded eomewhat before the close
of frading. 7Ths wholesale prife of rice in Sheaghel is now about itwice a=n
nigh as it was last month end aprroximately 100 times the price prevailing
this time last year. The retail price of rice has probadly advanced at
aven 8 faster rate.

Meanshile the Government hes promised that "drastic" economic and

inancial reforms will be annocunced shortly. The details of the new progrenm
have not been reveeled, tut many naewspapers state that an integral part of
the plen will be & nevw currency backed by gold and exchangeable for US Del-
lars at the rate of CN.$2 to US $1. The Ministry of Finance has vigorously
danled that currency conversion will be undertaken by the Governmsnt at
this time, hewever. Despite these strong denisls, it is conceivable that
the presont currency will depreciaie even more rapidly than it hes been,
cn the sirength of the rumors that a new monetary system will soon bs put
into effsct. It ie not &t all unlikely that the rumors have been started
end are deing perpetuated by large-scele speculators who are counting on a
continued devaluation of the CN$.

In any event, it assems lmprobable that the Government will or even can
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curry out & successful currency coaversion program. Certainly the rumored
exchange rete of CN $2 to US $1 is either a complete dlstortion or & rate
that will be impossidle to maintein for more than a few short days.

The Shenghei Market: US_$ Exchange (Selline Rete) Yholssels Price of Rice
T Officiel "opsn" Bleckmerket er 17
This week (5 Aug 48) CF $480,000 GR $7,700,000 C§ $39,500,000 -

2 ' 37,000,000
Week ago (29 Jul 48) 480,000 8,800,000 ,000,
Month 2go (5 July 48) 480,000 4,300,000 21,000,000
Year ago (5 Aug 47) 12,000 41,000 : 410,000
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grixong. disturbances may foilow 15 Jugush deadling. Serious distur- A"
bauces in the Philippines in the near future mow appear possible. aslthough
Pregsident Juirino has extended the Huk registration period to 15 August,
utilizing the full length of time &llowed by the Philippine Congress, the
dissidents have yet to register in large numbers or give any other inhdi-
cavion of their desire to coaperate ith the Government. On the contrary,
the Huks appear tc be using amnesty as a lever to force further concessionas
fron the Govermment. 48 of 30 .uly 102 surrenders had been reported by the
Philippine Congtabulary=--7 with and 95 without arms. At a mass meeting in
gsouthern Luzon on 31 July st which Huk leader Luls Taruc severcly criti-
cized the Government, a provincial Huk commander stated that registration
is contingent upon 10 derands which includes no surrender of firearms;
replacement of Constabulary Chief-=General Castaneda and other governw
ment officlals by more sympathetic persons; repeal of the parity amendment
(which gives US citizens cert:in eeohomic rights equel to those of Fili-
pinos); and removal of all US air and maval bases in the Philiprpines.

i
3ecretary of Yational Uefense Ruperto iangleon is reported ]  25X1€

25X1C I o have stated on 5 August that the "Government
is teing sold out," and to have indicated that following 15 August, the
internal defense forces of the I'hilippines will adopt a strong policy
aven though President Juirino may ocontinue to make concessions to the Huks.
25X1C Kangleon claims that he hes definite information

that the Fresident's brother, Judge antonio Quirino who was the chief
negotiator with the Huks, is a Cormu ist, and blames him for the current
gltuation. Judge uirino enplaned for Spain on 5 August quite possibly
in erder to be out of the country after 15 August should trouble develop.

BUnkA -
Insurreetion intorsified as dissident PVO faction ioins Communigk. W\

The Comrmnlst=led insurrection in Burma has recelved new impetus by the

ad ‘ition of new recruits from . large faction or the Peoples”’ Volunteer
Organlization (FV0) which was recently expelled fram the inti~fascist
Peoples' Freedom League (AFFFL), the Government ps~ty. The activities of
the insurgents have noticeably increased, particularly around Bagsein,

an dmportant port for rice shipments, where PV0 members of the Government
nilitery forces have joined the Communists. The US Enbagsy in Rangoon
considers the- situation serious encugh to request the US air Attache,

“angkok, to stand by in Eangoon in case it become necessary to ovacuate
Americans from Bi.ssein. Furthermore, the imbassy intends %o recormend that
american women and children residing in dangerous areas be moved to safer
places.

i, anwile, Thakin Nu has announced the initiation of a fulle-scsle drive
against the insurgents which was apparently held back heretofors in an
attempt to keep the PVO :dithin the 4FPFL. Nu has also agreed to remain
as Prime Hinister until next spring, which is encouraging because he
15 probably the only Burmese lnader capoblc of holding the romnants of the
«FPFL together and at the sane time command any appreciable support from
othnic mirority groups. ..l1though it is sti11 improbable thst the present

SEGRE
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BURMA{ continued)
regime will La overthrown in the near future, its position con‘imes to

be weakened., The continuance of the nresent uYovernment in powver now depends,
%o u large degree, on Mu's ability to succeed in the difficult task of the
drawlng together of snti-communist Burmsn ond minority element: in sup-
rort of the government, -uch a cevelopment may be furthered as the inbene
tions of the Cormunists and their sympathizers become inereasingly apparent.
It would then be conceivahle that the populur antipathytowards Yinglo-
smgrican imperialiam®™ would be lessened, ,
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Proaiad . ashkoy Oy LRPORTENT STUULES AHg BSTINGWES

£ Southeast sgia Hepglonal Counference under the chairmanship of US .mbase HpH
sedop to diam, dwin F. Stanton was held in Bengkok from 21 June to 26 June,
Tne papers and recommendations of this conference, which was attended by over
30 Stete, army and bavy officers assigned to posts in Southeast asia and a
Ffew oifisors from Washinpton, are of conslderable interest and value, High-
lights of the couference papers are the estimate of Soviet intentions and
czpabilities in Southeast asia and the recormendatlons that suggest active
voliticel varfars against the Soviets and vhich reveal strong disagreement
as to possible eourses of US policy and action in Indochina and Indonesia.

My L

The tacts of the estinute and the conference reccmmendabions are as follows:

E]

Zstinate of wommunish Achivitieg in oB4

fThe Krenlin sesks to repluce the woestern powers in Soubheast Asla,
substituting itself by (a) posing as champion of colonial peoples in
their struggle for indenendence, :nd {h) capitelizing on the discontent
of the "have-ncis" (in this area, cverwhelmingly the peasantry). Specific
meang of achlieving this objectlve are disrupting the sconony of areas still
under colerdal conbrol, encouraging nationalist movements, seizing control
of them to dissipate thelr strenghh in efforts to regain and retain their
positions in this region,

In purenit of its aims in 5B4, the Kremlin is handicapped by (a)
the remobeness of the area, {b) 1t3 paucity of dependable and educated
intslligence vegarding SEi, and (e) its shortage of personnel with first-
bewl experience in the area. The fSremlin aprears, therefore, to have
ralied thuz far upen Chiness communis?t guldence of 3bi communist move=
menhs, channeled through the South China CFP DBuresu in Hong Kong. But
it connot pernit this arrangoment to continue indefinitely. The recent
cetablishment of a Soviet Lagation in Rangkeok sugpests that the bremlin
intends to. pley a more direct role in Southeast asia.?

N

Racommendatliong
"A . REGIONAL

1, Zolitical Varfere

Because Staliniam is steadily exvanding throushout Southeast ..sia
aypparentdy in accordance with en aggressive snd systematic plan, the
United States should promplly undertske political warfare against Stalin-
ism in Southeast ..sia, based on Siam.

- @, USIS operation should be expinded and given sharper politieal
direction,

bhe USIS operations should be supplemented by more aggressive

forms of politicsl warfare, including careful subsidization of and
guidance to sslected anti-communist native elements.

o A carefully selscted Labor ..ttache should be assigned to

Bangkok for operatioms throughout Southeast asia for the purpose
o7 awakening the laboring class to the dangers of 3talinism and
ancouraging their resistance to it.
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o The United ‘lates should throughout Scuthenst ssla ccoperate

¢th the United Kingdom in the conduct of political woarfare againsh
A Haii‘ lidmu

¢. Boing careful not to make the Filipinos "lose face” or give
any cpen justification te charges that the Philippines is on Ameri-
can satellite, the Unlted States should sesk throughout Southeast
Asis to capitalize on our favorable colonlal record in the Phillp~
nines and irduce the Philiprines to cooperate wlth and in come cases
independently to further United 3tates policy.
9. The United states should ia general fovor the dewelopment of

sny saiteble anti-communist regional organization in Southeast Asla.

2. Chingss Minoritiag

Kceping in mind the dangers of becoming involved in internsl South-
’déﬁ Asisn affedrs, using the utmest discretion, sud when appropriate
roension pressute itself, Southeast ..slan governmenits should be encouraged
o aselst Chinese minorities to be assimilated end at the sawme time as~
sore thelr legitimate minority rights. Vhere appropriate the same
views shuild be brought to the ettention of the Chinese goverament.

o IUDIVIDUAL SOUTHIAST ASTA CCUNTRIES

L. Buegs

2. Becouse thers appears 40 Do no present Burmese leader of
atature who con withstand the eommunists, it is the tentative opinion
of the conference that the United 3tates should discrestly support
any snbi-commanist leaders who show promise of coming to power,

h. No international bank losn should be granted to Burma unless
there is & drastic change in Burmese policy away fron communism.

2o Avdochina.sed Lndonesia

The conference abtbaches twe aliernative polxcy suggestions, each,
for the Indochina and Indonesis problemg which were prepared at the
aonfsrence, : :

: The csnf@rence, however, did not voete on nor express its opinion
on these suggestions and limite 1tself on the eyceedinggy complex
subject of United 3tates policy toward Irdochina and Indonesia to

she following statements

An early sebttiement of the Indochiness and Indonesian problems is
in the political and economie interests of the United States, the South-
sagt Asia region and eastern Burope. Fallurse to reach such a settle-
ment is Lo rlay into the hands of the Kremlin and ultimately to jeopar-
Aizs the sacurity of the United Jtates.®

e SRET ™
COMFIDENTL. .
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